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It is  a sp ecial honor fo r m e to ad d re ss  the A m e rica n  B an k ers  
A sso cia tio n  m  m y new re g u la to ry  ca p a c ity . I v e ry  m uch ch e rish  the 
m e m o rie s  of m y p ast d ire c t  relation sh ip  with this A sso cia tio n , and 
the friendships that I enjoy with so m any of the m e m b e rs .

Some m ay believe that this p r io r  relation sh ip  will lim it my 
cap acity  for o b jectiv ity . I an ticip ate  no such in cap acita tio n !
Indeed, the rap p o rt which I hope e x is ts  betw een this C o m p tro ller  
and the banking in d u stry  should help, not h in d er, the ach ievem en t 
of ob jectives that a re  in the public in te re s t . It has been my p erso n al  
e x p erien ce  that m utual tru s t and confidence a re  im p ortan t - -  perhap s  
e sse n tia l - -  in gred ien ts fo r the effective  solution of tough is s u e s .

T h ere  can  be no doubt that the banking in d u stry  fa ce s  som e tough  
is s u e s . The la s t  s e v e ra l y e a rs  have seen  a g re a t  deal of effort 
devoted to re-th in k in g  the p u rp oses and functions of our fin an cial 
in stitu tions and th eir  re g u la to rs . That effo rt is  a healthy one that 
can yield  substantive public b en efits.

In o v erseein g  banks' p u rsu it of th e ir  p u rp ose, re g u la to rs  m u st 
alw ays be congnizant of the fa c t that no s e c to r  of the fin an cial c o m 
m unity im p acts  quite so broadly o r d ire c tly  on human a sp ira tio n s  
and c o m m e rc ia l  developm ent as does banking. In urban A m e ric a , the 
d ire c t  c o rre la tio n  betw een bank p e rfo rm a n ce  and the econom ic v ita lity  
of a com m unity m ay be som ew hat o b scu red . In le s s  populous a r e a s
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like m y native South D akota, that in e x trica b le  tie  can  be ob served  
in bold re lie f . A p ro sp ero u s com m unity is  highly re lia b le  evidence  
of p ro g re s s iv e  banking.

T hus, re g u la to rs  have an obligation to p e rm it banks the o p e ra 
tional flexib ility  they req u ire  to respond to changing n eed s. D ogm atic  
and unbending regu lation  should not be equated with sound bank su p e r
v isio n . A d h eren ce to the status quo is  often a "c o p -o u t” for those  
who re a lly  do not want to grapple with the co m p lexities  of change.

D eterm ining the ap p ro p riate  reg u la to ry  p o stu re  is  an e x t r a 
o rd in arily  difficult ta sk . No re g u la to r has a valid  c la im  to o m n iscien ce . 
Indeed, our p ro fessio n  is  m o re  an a r t  than a s c ie n c e , and as such re lie s  
heavily  on exp erim en tatio n . In that re g a rd , I , as a bank re g u la to r , 
am  v e ry  fortun ate to be p a rt  of the dual banking sy ste m .

The g re a te s t  single advantage offered  by the duality of our 
sy ste m  is  its  cap acity  to fo s te r  fruitful exp erim en tatio n . In effect, 
we have 51 banking la b o ra to r ie s . R esu lts of changes m  re g u la to ry  
stan ce  soon b ecom e ap p aren t to all au th o ritie s . F a ls e  tu rn s can  quickly  
be am ended without w id esp read  im p act; sa lu ta ry  changes can  sp read  
rapidly  into o th er ju risd ic tio n s .

That com petition  betw een the National and State sy s te m s , and 
am ong State s y s te m s , is  thoroughly co n sisten t with the p re ce p ts  of 
F e d e ra lis m . It has not led to a com petition  in la x ity . In stead , it  
has engendered a healthy m a rc h  away fro m  the stultifying p ro te ctio n ist  
m ode of regu lation  that w as an understandable outgrow th of the G reat  
D ep ressio n .

U n fortunately , b ecau se  of lack  of r e s o u r c e s ,  som e State banking 
a u th o rities  a re  fo rce d  to lean  heavily upon the F e d e ra l  R e se rv e  and 
the F e d e ra l  D eposit In su ran ce  C orp o ratio n  for aid in bank su p ervision .
I p erso n ally  hope th at, o v er tim e , such S tates acq u ire  a g r e a te r  in d e
pendent re g u la to ry  ca p a c ity . When th at day a r r i v e s ,  duality will have 
been m a te ria lly  stren gth en ed . I com m end C h airm an  W ille and the 
C on feren ce of State Bank S u p erv iso rs  fo r th e ir  exp erim en ta l e ffo rts  to  
ach ieve  m o re  independence fo r State banking a g e n cie s .

I want to a s s u re  each  State banking au th ority  th at in all su p e r
v is o ry  m a t te r s ,  we stand read y  to co o p era te  fully and to exchange the
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fru its  of our e x p e rie n ce s . F o r  exam p le , we a re  undertaking  
fundam ental and d etailed  evaluation of our e x a m in a ro n  function to  
a s s u re  that our p ro ce d u re s  a r e  keeping p ace with changes m  lhe 
in d u stry . In that evaluation , we exp ect to consult: ful y wi
State and F e d e ra l re g u la to ry  co lle a g u e s , and w ill, of c o u rs e , sh a re

its  r e s u lts .

The cu rre n t c o n tro v e rsy  o v er deposit r e s e r v e  req u ire  
in p a rt  around the dual sy ste m . If a  c a s e  can  be m ade fo r H H H E g  
the F e d e ra l  R e s e r v e 's  ab ility  to shape m o n etary  re s u lts  m oreB ]  
we m u st, of c o u rs e , be sen sitiv e  to that need. H ow ever we m u st give 
no le s s  attention to the im p o rtan ce  of p re se rv in g  our dual banki g 

sy ste m .

The c u rre n t debate involves m en of good w ill on both s id e s . I 
b elieve th at solutions can  be found th at w ill fulfill both im p ortan  
o b je ctiv e s . No m a tte r  how m uch tim e it  tak es we m u st not be sa tisfied  
with a solution that s a c r if ic e s  one ob jective  to gam  the o th er.

F o r  all of its  flexib ility , our dual banking sy ste m  does not 
provide a full ch o ice  of s tru c tu ra l options in a num ber of S t a t e s T h e  
p rin cip al gap is a  la ck  of branching p o w ers . I believe that the pu 1 
L e r e s t  can be b e st se rv e d  if the banking au th o rities  M W W i  Y 
to em ploy a ll fou r s tru c tu ra l  options: ch a rte rin g  a new bank, allow i g 
an existin g  bank to b ran ch ; allowing two o r m o re  existin g  banks to 
m e rg e ; and allowing expansion by holding com pany acq u isition .

P o s s e s s io n  of the branching option is  c r u c ia l .  Many sm all  
co m m u n ities can  have convenient a c c e s s  to a banking office even if  
the lo ca l m a rk e t cannot support an independent bank. L a rg e  com m u n ities  
can  re a p  the b en efits of g re a te r  com petion . D eveloping | W |  
e x p e rie n ce  a m o re  rapid  infusion of banking s e r v ic e s ;  decaying a re a s  
need not w itn ess a com plete w ithdraw al of banking o ffice s . B ranching  
p e rm its , v ia  m e r g e r , a  flexib le and efficien t m ean s fo r handli g 
m an agem en t su c ce ss io n  p rob lem s without in terru p tin g  the flow of banki g 
s e r v ic e s .  R eg u lato rs  facing em erg en cy  p ro b lem s a r e  able to utili 
the m e rg e r  route to solve them .

A vailability  of the four m a jo r  s tru c tu ra l  options is  fully  
co n sis te n t with dual banking. State a u th o rities  y ield  no additional 
pow ers to F e d e ra l  a u th o ritie s .

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 4 -

I am  p leased  that we a re  w itnessing today a gradual m ovem ent 
among the States tow ard granting banking au th o rities  fu ller u se  of 
th ese s tru c tu ra l options. L ib e ra liz a tio n s  of b ran ch  law s have been  
enacted  in A rk a n sa s , G eo rg ia , New J e r s e y ,  and New Y o rk . A u th orities  
in Pen nsylvania a re  a ctiv e ly  sponsoring a le s s  r e s tr ic t iv e  branching  
bill.

Significant steps have been taken to lib e ra liz e  the u se of f a c il i t ie s ,  
a new fa c ilitie s  law  is  on the books in F lo rid a ; in K an sas the num ber 
of s e rv ic e s  available at a facility  has been expanded; and in N eb rask a  
the p e rm issib le  num ber of fa c ilitie s  p er bank has been in c re a s e d .

O ther types of State in itia tiv es have a lso  given ban kers new 
flexib ility  in th e ir  branching options. The av ailab ility  of the autom ated  
te lle r  has prom pted sign ifican t re -e x a m in a tio n  of branch ing s ta tu te s . 
Such m ach in es a re  finding w id esp read  public a cce p ta n ce . They a r e ,  
or soon will be, operating as fre e  standing in sta lla tio n s in C on n ecticu t, 
Ohio, N orth C aro lin a , New J e r s e y  and New Y o rk . In O regon, the State  
le g is la tu re  exp licitly  au th orized  th eir  u se , a fte r the co u rts  upheld a 
r e s tr ic t iv e  reg u la to ry  in te rp re ta tio n . In Ohio, the State banking 
authority  has tr ie d  to p rom ote th e ir  use by exem pting them  fro m  the 
b ran ch  application  p r o c e s s . If that effo rt is  su c ce ssfu l, we w ill all 
w atch the exp erim en t c lo se ly .

The re c o rd  has not been without r e v e rs a ls  for the co n su m er of 
banking s e r v ic e s , how ever. In M ontana, a unit banking s ta te , a law  
p erm ittin g  a bank to o p erate  another bank acq u ired  by m e rg e r  as a 
b ran ch  was re ce n tly  strick e n  fro m  the books.

In Illin o is , som e banks p re s s e d  by econ om ic c irc u m s ta n c e s  have  
sought to r e lo c a te . A fter an in ten sive study, our O ffice denied such  
a re lo ca tio n  application  as not being in the public in te re s t . How m uch  
e a s ie r  it would be if banks in la rg e  urban a re a s  could m ove th e ir  
h ead q u arters  while operating th e ir  fo rm e r head offices as  b ra n ch e s ! 
The State banking authority  p re p a re d , e a r l ie r  this y e a r , a bill to 
that effect. It was re g re tta b ly  defeated in le g is la tiv e  co m m itte e .

The m e rits  of in te rs ta te  banking op eration s d e se rv e  co n sid era tio n . 
M r. H a rry  A lb righ t, New Y o rk  State Superintendent of B ank s, has 
re p o rte d  an encouraging resp o n se  to his p rop osal for re c ip ro c a l  
banking p riv ile g e s  a c r o s s  sta te  lin e s .
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T h ere  has been p ro g re s s  tow ard the rem o v al of b a r r ie r s  blocking  
the en tran ce  of fo reig n  banks. R ecen tly , State le g is la tu re s  m  Illm ors  
and W ashington en acted  sta tu tes p e r k i n g  the
bran ch es of foreign  banks within th eir b o rd e rs , 
for a com p arab le  law  in P en n sylvan ia.

D espite a ll that p ro g re s s  in bank s tru c tu re  options, ^ c h  rem ain s  
to be done. C on sisten t with m y own leg al resp o n sib ilities  X w ill e x e rc  
he author ty of m y office in a m anner that will not jeo p ard ize  continued  

o r e a re s  s I will lo t  em ploy con trived  and to rtu re d  in terp re ta tio n s of 
State law "to advance m y p erso n al judgm ent that b ran ch  ■ ■  18 |  
esse n tia l e lem en t of m od ern , p ro g re s s iv e  fu ll-s e rv ic e , banki g.
H ow ever, I have no intention of su rren d erin g  m y — r f M j  
I shall be fo rth rig h t in m y public d eclara tio n s as to the absolute  
for ev e ry  s ta te  to have flexible law s on banking s tru c tu re .

My co n ce rn  with attaining s tru c tu ra l  flexib ility  for banking stem s  
fro m  m y belief that s tru c tu re  govern s the p e rfo rm a n ce  of the ^ u s t r y  
to a co n sid erab le  exten t. By p e rfo rm a n ce , I am  ̂ sim p y e r  g
the d eg ree  to which the banking indu stry  acco m p lish e s  its  b a sic  pub

p u rp oses.

One m e a su re  of p e rfo rm an ce  is  re sp o n siv e n e ss . F o r  an in du stry  
as co n stra in ed  by regu lation  as banking, I think its  r e c o r d r e s p o n 
siv en ess to both new cu sto m e r dem ands and to new tech n  gy 
re m a rk a b le .

A num ber of financial a c tiv itie s  that e ith e r w ere  not engaged in o r  
w ere  re la tiv e ly  in sign ifican t 15 y e a rs  ago have b ecom e im p o rtan t today. 
T h ese  include d ire c t  le a s e  financing, fa c to rin g ,
in vestm en t ad v iso ry  s e r v ic e s ,  and v ario u s sp ecia lized  types of consum e  
lending, including cre d it  ca rd  p ro g ra m s .

The O ffice of the C o m p tro ller of the C u rre n cy  has co n sisten tly  
en cou raged  N ational banks to r e a c t  p ositively  to developing fin an cia  
n eed s. This co u rse  has not been without c o n tro v e rs y . L itigation  
has been com m on as leg al fro n tie rs  w ere  exp lo red . 1 be*leve  I  
p ro c e s s  is  a healthy one, and under m y stew ard sh ip  the O ffice w ill 
continue to offer en cou ragem en t and support to co n stru c tiv e  innova
tion We do not seek litig atio n , but w here public benefits a re  c le a r ly  
at stake we will not be intim idated  by the th re a t of litig atio n .
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Our Office is  a lso  going to en cou rage - - i n  fa c t , to in s is t  
that a ll N ational banks se rv e  th eir con su m er cu s to m e rs  in an 
equitable and n o n -d iscrim in a to ry  m an n er. We have begun an effo rt  
to intensify  our su p ervision  of com p lian ce with F e d e ra l  and State  
con su m er p ro tectio n  s ta tu te s . To d eterm in e how we can  b est fulfill 
our resp o n sib ilities  in this im p ortan t a r e a , we w ill be consulting with  
banking and co n su m er a ffa irs  au th orities in the S ta tes . D iscrim in a to ry  
or deceptive p ra c tic e s  have no p lace  in our sy ste m , and we do not 
intend to allow  them  to e x is t . F o rtu n a te ly , m o st ban kers a g re e  fully
with u s.

The A d m in istration  p ro p o sals for financial re fo rm  a re  another 
effort to im p rove the resp o n siv en ess of our financial in stitu tions to 
the needs of the public. S tru ctu ra l re fo rm  of our fin an cial in s titu 
tions is absolutely  n e c e s s a ry . The cap acity  of our sy ste m  to p e rfo rm  
its in term ed iation  function during all ph ases of the econ om ic cy cle  
m ust be strengthened .

R egulated ceilin gs fo r deposit ra te s  have proved to be both 
inadequate in th eir p ro tectio n  of the deposit in stitu tions and 
unfair in th e ir  effect on deposit c u s to m e rs . We m u st m ove with all 
d elib erate  speed to elim inate this p rice -fix in g  mode of reg u lation .
It is  ap p ro p ria te  to augm ent the pow ers of the th rift in stitu tions to 
se rv e  household and con su m er needs b efore  ra te  regu lation  is to tally  
w ithdraw n. Added pow ers for the th rift institu tions will m ake it  
p ossib le fo r them  to com pete with banks on e sse n tia lly  equal footing  
fo r household d ep osits . In cre a sin g ly , a ll in stitu tions w ill be looking  
to co n su m er deposits as a stabilizing elem en t in th e ir  deposit 
s tru c tu re .

Banks not only live in re g u la to ry  and m a rk e t en v iro n m en ts , but 
also  in a tech n ological one. R esp on siven ess and adaptability  to 
tech n olo g ical change is  a req u isite  fo r reten tion  of a com p etitive  
p osition . F a ilu re  to adapt lead s to higher c o s ts  fo r som e s e rv ic e s  
and an in ability  to offer o th e rs . The banking in d u stry  d eserv ed ly  re c e iv e s  
high m ark s fo r the im agin ative m an n er in which it has h a rn e sse d  the 
com p u ter revolu tion . In one m anner or o th er, it  has found w ays to  
bend com p u ter technology to its  p u rp o ses, and th ereb y  to resh ap e  its
own d estin y.
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A nother m e a su re  of banking's re s p o n s iv e n e s s jo ju lb lic
its com m itm en t to fo sterin g  equal opportuni Y- tow ard
he effo rts of this A sso cia tio n  and its  m em b er banks d ir e c te d  tow ard

the developm ent and expansion of m in ority -ow n ed  b u sin e sse s , 
understand that you are"ah ead  of you r schedule in m eeting the goat of 
$1 billion in loans to m in o rity  b u sin esses  o ver a  
M inBank is  beginning to m ake in vestm en ts in m m o y 
augm ent th e ir  cap ita l.

T hose effo rts a re  a good s ta r t ,  but th e re  is n e®f f ° r  aEenci e s
e r e a te r  e ffo rt. B ank s, bank tra d e  a s s o c ia tio n s , and the banki g g 
m u st push on, and c re a te  e v e r m o re  em ploym ent and ow ners i m 
portu n ities in banking for m em b ers  of m in o n iy  g r°u P s . The n u m ;  
of m in o rity  banks has about doubled in the p ast four
a s s e ts  have trip led . A m a jo r b a r r ie r  to fu rth er B H | M - a d e q u a t e  
supply of exp erien ced  m anagem ent personn e . w 
co n sid er -  e ith er a s  an a sso cia tio n  o r  as individual ba "  
developm ent of a le n d -le a s e  p ro g ra m  that would provid e m a n a g ■  
ta len t during the f i r s t  y e a r s  of m in ority  bank
p ro g ra m  would need to include f irm  g u aran tees to the le a se d  
p erson n el th at they would not lo se  th e ir  p lace  in the batting o rd e r  a t
th e ir  hom e institu tion .

In con clu sion , le t m e affirm  that I am  o p tim istic  about 
future of the banking in d u stry  and its  ability  to ac leve 1 e rv ic e s
p u rp ose; that i s ,  to bring a full a r r a y  of fin an cial p rod u cts and s e r I t  
to a ll individuals and to all b u sin e sse s  in a convenient m an n er  
a reaso n ab le  c o s t .

In ca rry in g  out its  m iss io n , I b elieve the in d u stry , aided by the
duality of the sy s te m , w ill be fully resp o n siv e  B f l B B H  they  
e m e rg e  and to new p o ssib ilitie s  for s e rv ic e  c re a te d  by fu rth er
tech n olo g ical developm ents.

m

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




